CHAPTER O

Firms' Trade Policy Preferences

ARE I TRMS’ TRADE PoLICY preferences shaped by the extent of their
integration into the international economy? To wh.a( degree do L.he
three sets of cases confirm our four hypotheses? This chapter consid-
ers the answers 1o these questions and, in doing so, examines similar-
ities and differences among the cases. Three related poinis are also
developed. First, several other explanations of firms’ .demand for
trade policy are discussed 10 see how the cases hete shed hght on these
theories. Second, the logic behind the central argument 1§ evaluated.
Do the case sindies reveal thal rational behavior is the basis for firms’
dec isions? Again, other interpretations of firms’ beha\.rior, focusing on
past behavior, ideology, and context, are analyzed. anatly‘ an cxpln—
nation of how the micro arguments about firms’ preterences provide
the basis for a macro argument about the aggregate differences be-
tween the 1gzos and the 1970s—the initial puzzle —is presented.

INTEROEFPENDENCE

Greater interdependence should reduce some hrms’ interests in
protection. Firms with greater export dependence, mulLina.liOr_ml_ pro-
duction, and global intrafirm trade should be less protectionmst than
more domestically oriented firms, even under similar conditions of
econornic distress. The four hypotheses detailing this argument are
reviewed in table 6.1. These hypotheses link firms’ ditferent levels and
types of international operauons to different trade policy preferences.
We may now ask whether the cases in chapters 8, 4, and 5 support the
idea that firms with more extensive ties o the international economy
in the 1920s and 1g70s, as well as in the Unired States and I-'.mnce,
have less protectionist preferences than do more domestically oriented
firms. Because the firms in each case were in econontic ditficulty and
were experiencing the greatest increases in imports among their con-
temporaries, all of them should have been likely to desire protection.
That some did not is surprising. As listed in table 6.2, the more inter-
national firms are wenerally less protectionist, despite their problems.

The first hypoihesis (Type 1) reters 10 industries lacking hinkages to
the international economy. Firms in Type I industries are oriented
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TasLe 6.1 The Four Hypotheses

High TYPE 1V TYPE 111
Mixed interests: Least protectionist;
less protectionist miost free vade
than Type I; selective
protectionist

MULTINATIONALITY - ]

TYPE I TYPE Il

Low Most protectionist: Less protectionist
for global protecuion; than ['ype 1: most
intensity of demand | favored is open
varies with ¢conormic markets abroad
difficulty '

A
Low High

EXPORT DEPENDENCE

primarily to the domestic market, since they possess imited export de-
pendence and licde mualunationality. When experiencing economic
difficulty and rising imports, these firms are likely (o seek protection.
Indeed, such firms are expected to devote increasing amounts of ef-
fort to obtain mport barriers as their situation worsens, and they are
expected to seek global, not selective, protection of their market. They
should prefer vo reduce all imports, not just those from certain coun-
tries or of certain products. This preference is rational, given the ex-
tensive dependence of these firms on the domeslic roarket. For them,
protectionism is not a costy policy. It benefits them by reducing im-
ports bul cannot hurt them by aftecting their export or multinational
operauons, because these are minimal or nonexistent. Industries com-
posed of firms without these international ues should be the most ac-
tively and intensely protectionist of all.

Amoung the American and French cases, four jndustries can be clas-
sified as Type [: the 1g20s U.S. woolen goods manufacturers, the
1920s U.S. watch and clock manufacturers, the 1g770s U.S. nonrubber
foorwear manufacturers, and the yg7yos French footwear producers.
As the case studies document, these four industries exhibited tow ex-
port dependence and limited multinationality. They were also the
Most protectiomst. )

When World War [ ended and iziports and other difficulties
mounted, firms in the U.S. woolen goods industry began lobbying for
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clo- e of the domestic market. They demanded increased 1arif{s dur-
inz . he 1g21 Fmergency Tarif{ debate, and later they called for a duty
imerease of 130 percent in the Fordney McCumber tauith hearings.
When new difficuliies arose ir the late 1920s, they demanded even
higher 1ariff levels betore and during the Smoot-Hawley hearings. In
addition the mdusiry favoied the protectionist American valuation
plan and opposed the ilexible tarift provision, which allowed the Pres-
ident to adjust rates up or down unilaterally. Protectionist pressure
was abso divecied against the U.S. Tan{f Commission. I'his pressure
came mzinly from small, specia’iv firms, but it underscored the in:lus-
try’s eagerness lor extensive protecton. The wool manufacturers’
preferences for protection rose in intensity witk: the level o) ¢ onomic
difficulties, were voiced in all possible political arenas. and were fo-
cused an obtaining global proteciion.

The U.S. watch and clock manutacturers in the 1920s wel e slso lim-
ited in theiwr interrational econonic ties. These producers had strong
preferences for prowciion <.ring the decade, especially in the first
hall. In 1921 they tobbied Cangress for sizable increases in their taniffs
and demanded a4 retwrn o the highest rates ever adopted. They
souwht to alter their tariff classification to evade the freer trade infiu-
ences of other metals sanufaciirers. In the mid-1y20s the watch and
clock manutacturers followed up their pratectionis: lobbying of Con-
gress with pressure on the USTC. Inageg, after sultering a renewcd
onslaughr of nmport penetrvtion. ey demanded (urther proteciion.
‘L he growth of Torcign sales and import-wssembly operations over the
decnde. howeviy, moder=ted the duty increases desired and prompres:
some inrerest in tariff reductio::s.

Given their lack of suonp forcign ues, these domestic producers saw
protection as a conzenmal sohuion Lo ticir problems. But the intensity
of keir preferences for market closue varied with thicir economic sit-
uation. Desire for prowcction increased after the two periods (1g19-21
and 1gz2y-27) of wost rapid import growdh. Like ihe woolens inc sy,
they lobbicd all available poliucal arenas for heip: Congress, the 1 aff
Comnmission, and the punlic. The industry began the decadc usiited in
its preferences for tariff inc1 czses on all producis. However, as some
firms developed exports and inport-assembly operations, the consen-
sus for global protecnion dissolved. Fivins involved in these trading op-
erations sought to have thew products exenipted from the wrotertion-

1st upswing. Growing intevdependence within the industry 1:duced
pressures for marke’ closure. an outcome differcnc from the cise of
the woolens industry, where such international ties never developed.

American nonrubber footwear prodi:cers zlso had a domestic or:-
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entation in the 1y70s. Throughout 1the decade, rhese producers had

linited international ties. After impoiis surged in the late 1960s, the

industry began its campaign for protection. In the early 1g70s it hled

both an escape clause petition and numerous countervailing duty

cases. As new ifficulues arose, the industry renewed its protectionist

activities, iling more escape clause actions in 1975 and 1976. 1he in-

dustry also lobbied Congress for aid. It sought exemption from :he

Tokyo Round tarff curs and inclusion in bills designed to protect the

domestic market for textiles. Overall, the industry was unified and in-

tensely protectionist in the 1970s. Like the two 19205 cases, s dctivi-

ues to oblain protection increased dramatically as its imports and eco-

nomic ditficulties mounted. Moreover, its lobbying was widespread; all

passible political arenas were used (o voice its preferences: the 11c, the

executive branch, Congress, and the public. The industry’s most pre-

ferred outcome was tor global protection on all products. Like the

1920s watch and clock manufacturers, however, s unity wus reduced.
in the 198os as its largest firms developed import-assembly operations
and multinational producton.

The final Type 1 industry was French footwear. Among the four
cases, this industry was the most divided. The majority of 1'rench foot-
wear producers were small and national, lacking inlernational ties.
The four largest firms were, however, significant importers and for-
eign producers. Not surprisingly, the mdustry was divided in 1ts trade
policy preferences. The bulk of producers, organized in the Fnicr, be-
came protectionist afier 1975 when imports surged and exports felf.
This group sought protection in the Europear Community and in
France. In the 1g70s these producers were opposed by the four large
firms, and protection was limited in its scope as a result. Later, when
further protection was desired by the majority of producers, this o
was limited so as not to wierfere with the large firms’ international
operations.

The French tootwear case confums the propositions abont domes-
tically oriented, Type 1 industries. Closure of the domestic market was
preferred by the majority of firins. The mtensity of their demands for
protection, varying with the level of import penetration, rose after
1975 when imports overtook exporis. The industry, lIobbying both Eu-
ropean and French offcials as well as taking action on its own, sought
protection {rom all potential scurces. Divisions witlun the industry
limited the scope of prolecuon it soughr. Global protection was the
preference of the bulk of domestic producers, but the rrading rela-
dons of the largest Arms gave them an interest in shiclding their trade
from any new barriers. The industry compromised and sought selec-

Lirrus’ Trade Policy Prefcrences 227

tve restraints. Global protection is most desitable onlv in industries
where all of the irms lack significant internationa! ties ;15 in the 192
U.S. woolen goods industry. , 7
A Type I1 industry is one with extensive ex ports but limited muli-
natuonality. Such industries should be less protectionist th.an those in
Ty.'pe I, ever when the Tvpe 11s tace similar levels of impor.L compe-
buon and cconomic distress. tn fact, these export-oriented firms apre
‘hkcly to press for greater market openness, especially abroad. Despite
Import pressure, these firms are expected o mainwin an interest in
open markets largely because the cos's of protection, due (o retaliarion
or loss of exporl markets, are greater than its benefits. According 10
our h).’})(.)lhcsis, the three Type 11 industries among our casés shogula
lfave similar trade preferences despite their different contexts. In par-
ucular, they should be most concerned with Increasing the operiess
of .(h(‘ir export markets and sccondarily interested in mainLairT.ir;
t.helr homc.n?arkel's openness. Interest in the lacter will increase wher%
linked .CX}_)ll.('.IT]}’ to progress in the former. In any case, demands for
protection from such industries are expected to be unusual evep in
umes of great cconomic distress, as long as exports remain significani

The U.S. manufacturers of textile machinery in the ngosc;nade u '
one such. export-oriented industry. 'l'hough)appearing export dc‘f
pendent in the aggregate, these builders were divided in two: the
woolen machinery sector had few exports, while the cotton maclli’nerv
sector had significant exports. This division reduced its capacity to de-
velop a singlc trade policy prefercuce. In the early 19205 when ex-
ports were most significant, the industry was unable o lobby Cengress
d.urmg 1ts F;m(t hearings. Severe economic distress and risihg imports
did not.dnve these producers o embrace protecuonism. Rather, the
export interests of some firms divided the industry and muted ;Jref-
erences for protection, Over the decade these export interests de-
chined, and so did the interesis of these firms in avoiding protectionist
demands. In 129 a group of firms, mainly in woolen machinery
pressed for moderate tariff increases on their machines. Despite bein; ’
beseigedt by iimports, these producers refrained from demanding rog-
lection for much of the decade aud remained moderate in their lEtcr
demands.

The U.S. muchine 100l industry in the 19708 was also export ori-
ented. Export dependence in ir was significant but declining over the
cl.ecudc, ‘These manufacturers lost market share to imports and expe-
rienced other economic difficuliies: however, they did not reso;-tp(o
derpands for protection bul instead pressed for ])elp in promoting
their exports. In the eacly 1970s the indusery Jobbied Congress and
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the execuuve branch for aid to us exports. [n particular, the industry
wanted major foreign markets (such as those of the Soviet Union and
the Easterr: bloc) to be opened to its exports. {he [ailure of these ini-
tiatives, the decline of the industry’s trade, and the increase of irmports
into the United States eventually pushed the mdustry 10 seek :id
against imports. Aflter 1978, interest in prolection rose. However. it
was targeted mainly against one country, Japan, and was fueled by the
decline in U.S. exparts. Throughout much of the 1970s the industry’s
export orientaton led it to support trade liberalization both at home
and a'road, despite mounting imports. ’his orientation shifted, how-
cver, when the significance of its exporis declined, especiallv relative
tot  of its import compettion.

The rench producers ot watches und Ciocks bad significunt export
sales for most of the r1g70s. With the advent ot rlectronic watches,
however, for which the industry was not prepared, us export depend-
ence began falbing and import penetr.iion surged. During the 19708
the industry never demiinded protection despite its problems. [n tac:,
in the early part of the decade the industry supported trade Liberali-
zationr. as is evident in its Interest in the v tarift reductions d a
Swiss-LC trade treaty. Later the industry did seek aid in adjusting
through various industrial policy plans, but these el{orts had hr:ie pro-
tectionist intent. Although beginning in 1986 the industry sought pro-
tection, this was primarily against Astan imports ol clectronic warches,
a product the French baretv produced, let a.one cxporied. More sur-
prising chan this interest in protecion was the industry’s lack of such
interestjn the decade. In the early 1g70s, when its trade dependence
was rising. the industry pushed for freer wrude both at the »» nal
and EC level. Evenin the lare 1g70s, when s difhiealties and inpe (s
mounted, the watch and clock prcducers resisted the temptauon (o
demant protection and sought 1ither to foster adjustment to the new
compelitive situation. Only when the importance of exports dedined,
especiully relative to thie of imports, dic their interest in protectionism
qrow.

These three cases demonsirate the mportance o export depend-
ence 2~ a harrier against protection. In ezch, when export dependence
was rising and/or strongest for the industry, intevest in promgtion was
insignificant despite surging imports. Indeed. trade liberalization was
preferred at this time. These export-oriented industries were distinct
in t-eir (rade preferences from the more domesticallv oriented, Type
L industries. The simiar campetitive dilficuluies ol the two sets «x in-
dustiizs vrompted diver gent preferences as a vesul: of thew ditferent
ties to thi international cconomy.,
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[n each case. however. these industries everntuatly souah- sovie )10~
tection. Declining export dependence cou pled with rapiudl’v rsmg i
port penciration unhinged these £ s’ resistince o proteciior. Ty all
three cases, when import penetratior rose above export de;
encit d.e., when imporis overtook expiais as a nercent of dor... ic
production—protection became more desirable. f'his shift i prefer
ences occurred ax the the export constraint declined Tk... ding 5. g-
ges's two caveats lor the argumen:t. First, export dependan ¢ v s no-
lead wo siable. long-run prelerences for freer trade. Expotis in them
sches iy be unsiable. and when they decline shifts in s’ pader
encui ire ex pecied. Evenaf exports ave siable, moreover, vapidly sury-
g amporis vy turn Ins” attention from the. esport intercsts 1o
their nnport problems. Export dependence n-ay (hus aperd e oniv ot
a hizh “thieshold.” When expor dependcnce is high and incr ,)sinq.
esprcially reliiive 1o import penetraticon, hiew Frms wi'l be movt litels
to rosist the temptanon o demand protection jn umes of economuc
distress.

A third type of indusay mvolves those with significant export ac-
penduence und sizable. inteyrated multinatior .l operations. Becausc
Ilhcy e the most integrated into the international economy, the:e
Lype Itlindustries are vxpected to be the Jcist protection:s:. sinre the
costs of protection are very hizh foi them. I'hese firms should show 2
carale isterest in continued openness, or furthor opening. of the
home market. as well as a secondary 1nwecest m the naint gance of
openness in foreign matiels even in the face of risine imports an
other dilticultics. Once again, the prelerences ol these firms should
appr . iore similar o one anather, cespite thcir different contexis,
thun 1o cther tvses of hrms.

Amony the six cases of Type 11 industries, two are {rom the 19208
the ternlizer producers and the photographic equipment manuliciur-
ers. Lhe US. terilizer producers were highly éxport dependent and
multinational by the early 19205, They proved 1o be very fice trade
orierted auspite their cconomic problems. In the 1921 tanf( herrings
they requested the retention of the duty-trec statns of (heir products.
In I!Te 1929 hezvings. this preference sull preveiled. »lthough strategic
;.(_I:ISldCl‘a[i()llS werc introcuced. Certain producers demandca pr()l.éc-
uon on some gnods unless they conld -eceive tar-if reductiors on
others. This sirateyy was aimed at, and resulied in, greater oHCnNess
of the home market, since no new 1ariths were cnacted and scvers)
were reduced. T juur wout the decade the major producers,
with the Jurgess ir - natdonal opcrations. opposed the attemnpis
some small domesuc producers to have ari{fs on various products i~
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creased. [n general, the ferilizer manufacturers were more interested
in preserving their home markets’ openness than in erecting new bar-
riers, despite mounting import compelition.

The U.S. phatographic equipment industry in the 1920s was also an
important exporter with growing international production. This in-
dustry, dominated by the Eastrnan Kodak Company, was imtally di-
vided on the tarift issue. The few small domestic producers desired
greatly increased tariffs on cameras and film, while Kodak in 1921
sought only moderate increases. Kodak's intevesy in even mmor in-
creases appears somewhat unexpected, bui two factors help explain it.
First, at this time Kodzk had no foreign operations and a declining
export position. lis foreign ties were not strong enovugh to outweigh
the tempiauons of protecuon. Second, these temptadions were all the
greater since Kodak was a monopolist at home. Closing the domestic
markel would effecuvely eliminate all of Kodak’s competition, which
consisied chiefly of imporis. By 1929 Kodak's position had changed.
Its foreian operations were now more developed. Not surprisingly.
Kodak brgan advocaung tariff reductions on the products it traded
most aclively -i.e., films. Although still seeking protection for certain
products in order Lo retain its monopoly position, the firm altered its
policy preferences on those goods tor which its foreign trade and pro-
duction operations were most developed.

In the 1g70s, the U.S. semiconductor industry had substantial ex-
port dependence and integrated mulunatuonal operanons. Firms in
this industry [avored trade liberalization throughout much of the dec-
ade. I the late 19705 a split developed: the largest and most interna-
tional firms retained the jndustry’s ariginal preferences, but some
smaller firms organized to demand action against Japan’s unfair trade
practices. In time the largest Airms were able to convince the smaller
ones that finn ther trade libeyalization bolh ar home and abroad was the
best strategy. Using the ihreat of a futuye trade petition, the industry
then pressed both the U.S. government and the Japanese government
and firms to agree 10 negovations to reduce 1anft and nontantt bar-
riers in the sciiconductor market. The ULS. fiyrms were thus most in-
terested in enhancing market openness, despile mounting import
problems. The threat of pecitioning {or reliel against Japunese im-
ports was a strategic maneuver designed 1o improve U.S. access w Ja-
pan’s market, but this approach was disliked by the largest, most mul-
1manonal firms. 'Che indusiry’s larer perinions againse the Japanese
were also strategic, designed more o open rhe Japanese market than
to close the U.S. one.

Three of the French cases fall inlo this catcgory of highly interna-
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uonal industries: the pharmaceatical, glass, and tire makers. The
Erench pharmaceutical industry was by the 19705 much engaged in
exporting, mullinational production, and jnirafirm trading opera-
uons. especially wirhin turope. Despite rising import penetration and
severe economic difficulty. this industry never sought protection. In
fact, the producers made efforts throughout the decade 10 reduce
Lrade barriers. They worked to dismantle and/or reduce nontavjff bar-
riers (])r?ce controls and regulations regarding drug introduction and
testing) in France. The industry also actively encouraged European
el'fmjts to harmonize drug proccdures and standards within the Com-
municy, thus facilitating trade. And, rather than rely upon govern-
ment aid or policy, the pharmaceutical manufacturers pursved their
own strategies 0 maintain and enhance their competitiveness. These
l-'re>nch producers responded to their problems not by seeking to close
their home market but by acting to promote trade liberalization and
their competitiveness.

The French glass industry jn 1he 1970s also was export dependent
and ‘mulrinmional. Like other industries of this type, it did not show
any intercst in protectionism despite rising foreign competition. The
industry did not appeal to either the French government or the EC
for help. Indeed, it supported the Tokyo Round tariff reductions and
fo_ught to keep American glass producers from closing their markel.
Like the pharinaceutical industry, it was little interested in govern-
nient aid and chose to adjust 10 the new international competitive sit-
uation on .i(S own. laternal adjustment and continued support of un
open wading sysiem were (he halimarks of the glass producers’ re-
sponses 10 thejr economic difficulties.

Another bighly international inclustry in France was the tire manu-
fa_cturers, which involved primarily one firm, Michelin. By the 19705
Michelin was a large exporter with producuon and trading operations
throughout the world. This firm’s response Lo the difficulties of the
fiecadc did not involve seeking protection or governmenl aid. Nor did
1 seek protection ar the Y ropean level, where the inclustry in general
dnﬂ Michelin in partcular supported the wrade liberalizing measures
ot the carr negotiations. Much like the pharmaceutical and glass
manufacturers, Michelin sought to adjust through its own internal
strategies and continued to support the liberal international trading
system. Rising foreign competition, then, did not prompt a prolection-
Ist response from the internationally oriented French tire producers.

The six cases that are classified as Type 111, highly export depend-
ent and multinational, fit the argument quite well. In each case, except
perhaps for Kodak, the firms did not respond (o rising impo-n com-
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firms, they were active plavers in the mnternational system and per-
ceived its openness to be in their interest. For these firms, even seec
tive protection was not desired, since they did possess substantial
world-trading opcrations apd integrated global production. In such
conditions prutection w:s not desirable.

- the tg70s. three American cases ht into this fourth category. The
U.S. vre producers were large multinationals with few U.S. exports.
Oniy the largest firm. Goodyear, was a highly integrated global pro-
ducer. This difference produced a sphit within the industry. Goodyen
versus the rest of the irms. The industry for the most part remamed
in favor of a free trade system hroughout the decade Sever:! diver-
gences from this geneval omentation occuried, however. 1n the early
1970s, when imports first surged, the industry begav a conntervailing
duty case against its most threatening rival, Michchn. Coodyear did
nos support this case, but it was filed and decided in the U.S. thcustry's
favor. Goodyear and Michelin Jater ook action o have it hulted and
were successiul. In the late 19705, as Asian imporls rose, snme tire
manulacturers again tled petitions on particular products ayaing: sp-
cific counn’ s. Considering the inaustry's serious problerrs, ilicse
were restrsin boactions. These attempts at selective jrotecton w:re
combined with 1ruernal acuvity to adjust to the new imternauonal on-
viconment. The smaller, less international U.S. tive makers chosc in-
w o al udjustment and selecive protecrion, while the qmbal oo,
Good car, preferred a response withour recourse 1o any protection

The CU.S. watch and clock industry was alve composed ot sev
large mul ™ " als, who had lnrited wrading operatuans. L his i 1<
ry under... .. major changes in the © 9708 =< new clearosic watches
were imtroduced and rapidly ook over the mavket. 1 he wraditioral
manufacturers’ response 10 this was 1o seek prowection against the nuw
products, and they lobbied both ~he exccutive brane’s and Congress
for help. This selective protection was opposed, Fowener, by the iz
ble group of U.S. hrpovrer/assemblers, Ju was onnosed 2lso by the
serniconductor irms who had developed clectronic walct productio-,
The failine of the covvennonal produers’ etforis to obliin s ctive
protection led them to adjust on their owu by increasing the  imzports
and Lore Jnoperations. After this, explicit pressure for protecuon wa-
rediice © Like otrer industries jn this catczory, the watch producers

chiose a st tegy ol selcctive protection combined with internal adjust-
mens. G obal protedtion was not desired. because this would have vn-
set the firms’ other wading und production operations.

The U S radio and television industry was faivly mulies = 1 weh
limited exporrs. Like the tire indusiry, ¢t was also dividec. its liraos
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firon. RCA. had a well-developed network of international production
and ‘trade, while the others were much more domestically oriented.
This latter group responded to rising import pressures by waging a
continuous baide against certain ip1ports. Led by Zenith, (J'l(?SF ﬁr'ms
filed a large number of trade petitions against Japanese Lelcvlfmn im-
ports, beginning in 1968. ‘These actions were opposed by RCA, w.ho
feared their impact on its own foreign operations. When protection
was granted, it was selective, dirccted against several countrics and
specific products in order to avoid hurting RCA’s andA other U..SA pro-
ducers’ growing offshore-assembly and import operations. In ume the
industry also pursued its own internal adjustment s(rategles, which by
(he yg8os left little radio or television production in the United States
and hence little interest in protection. ‘
The French radio and television industry became multinational in
the 1g70s, but it never developed substaptial export operations. TI"I_\e
French industry, coraposed of Thomson-Brandi and several fore)gn
multinationals, had long been a sheltered domestic one—a Type L in-
dustry. Preferences for protection against Japanese ir?p(_)rts clevlel-
oped early and were retained throughout the 1g70s. ll_us selective
protection against the Japanese was combined, however, with attempts
1o open the French markei. As Thomson developed produ‘cuon op-
erations in Europe, it increasingly soughta more integrated Yuropean
market. This was best accomplished by reducing barriers to the
French markel while erecting barriers to Japanese production at the
European level. Thomson increasingly pursued chis strategy as the
European character of its gperations grew. Agair.) the firm spught se-
lective protection in addition 10 making its own internal adjustments
to the heightened competition it faced. A
Industries with substantial foreign production bul linnt‘c:d exports
revealed preferences for selective protection. In fact, then bch?mor
was a cross between that of purely domestic firms (Type 1) und highly
interrational ones (Type 111). These frms pursued their own ad-
justment strategies but usually less actively Lh;%n Tvpe llis. To com-
pensate and preserve their international uperations, they soug.l?L selec-
tive protecrion againsi theiv most  threatenmg Icompeuuon. A
combination of resisting adjustment through protecion nnd-aucm!)u
ing (o adjust internally characierized their t.)eha\-un'. The m(n‘e‘llkc
Type 11l firms they werc. the more emphasis they placed on ad_]u‘st—
ment in contrast o protection. For instance, the 19208 newsprint
firms, Goodyear, and RCA were firms with substanual globz}l trade
and production activities. These frms did not favor cven selectve pro-
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tection, which distinguishes them from the other l'vpe 1V cases, who
had smaller international operations.

The trade pohcy preferences of foreign mullinationals operating
abroad are also part of our argument. The preferences of these for-
eign subsidiaries depend on whether the subsidiary is part of a Type
(U or Type IV firm. If the subsidiary services only the domestic host
market and was built originally to circumvent trade barriers to that
market, the subsidiary will have little interest in reducing those bar-
riers. As part of a Type [V firm, the foreign enterprise will desire at
least the maintenance of barriers and perhaps even their elevation in
umes of nsing import penewaton.’ On the other hand, il the opera-
ton is part of a parent’s global production and trade network, then
the subsidiary is unlikely Lo seek further protection and may want ex-
isting barriers reduced. In this case, as part of a Type 111 firm, the
foreign subsidiary should prefer freer trade, much like ils patent.

The crade preferences of a variety of the foreign subsidiaries evi-
dent in the cases support this argument. In the 1920s, for instance,
the Bridsh wextile machinery firms iocaled in the United Siates were
the spearheads of the British manufacturers’ export drive inlo Amer-
ica. As part of this export strategy, these subsidiaries were tighdy in-
tegrated ino a global trading network run by heir parent firms,
whose interests were served by an open American market. These sub-
sidiaries not only were ardent opponents of protection but also sought
tariff reductions in the United $:ates. Similar to this case were the Jap-
anese and European subsidiaries in the U.S. tire, semiconductor, and
radio and television industries. Most of these subsidiaries acted as part
of their parent firms’ global trade and producuon networks. Although
they serviced mainly the U.S. marke, the subsidiaries provided both
substitutes and complements {or their parents’ exporting acuvities. As
parc of their parents’ global strategy, these firms generally opposed
new protection in the United States, especially any targeted against
them. Their interest in the reduction of barriers was less apparent.

Once in the United States, they may not have become active free trad-
ers; nonetheless. they did become active opponents of further protec-
tonism.

Among the French cases, the preferences of foreign subsidiaries
were more complicated. The subsidiaries that were developed before
the 1970s—those in watches and clocks and radios and televisions

' Richard Caves, Multnati-n.al Enterpiive and Eco:xo;r':'f Analysy (Cambridge Cambridge
University Press, 1962), pp. 40-49; and Bergsten, Horst. and Moran. Amnvican Multina-
twnals and Americar Inlerests, PP. 2G7-30L



) Chapter 6

were intended to service the closed 1rench market. I-'irn.]s sich a,s
Timex-France and Radiotechnique were less a parl of thewr pareat’s
global trading operauons; they produced primarily. for L.he protecied
French market and grected nsing impaore competition in the 1970s
with cvies for hely. Lhe aid they sought, however. was in the .form of
industrial policy and not tariff protection. They wanted subsidies fr_om
“the government but were nut vocalA proponents .of furrher prote:luord\,
although they probably did not acuvely oppose (L. On the other hand,
subsidiaries developed in the 1g70s were different from chose Ibegun
ez-lier. In part these subsidiaries were deveioped less to service the
French market than 1o augment their parents’ international opera-
cions. 1n industrics like tives, glass, and pharmace'\1\tiu)ls.s these new
loreign entrants behaved more like Tvpe 111 firms. l.hc'} tended t‘o l?e
vocal opponents of any new pro#ccriqn andA were silent partners 1n
steps toward trade liberaization, especna]!y within Em'n‘)pc. .
Overall, the preferences of these f{oreign firms \'an‘ed, dcpendmg
on their role in their parent firms’ strategies. The less jutegrated into
a global trading network and LhuSllht? more like purely‘ (.?omesuc
frmn they were, the more protechionst the forlcn;nl subsidiary ap-
peared.* When part of a globally integrated mul!_mutn.onal,\lhese sub-
sidiaries will be more free-trade oriented. The behavior of these l'or-'
eign subsidiaries confirms our arguments about Type Il and IV

firnis.

OTHER EXPLANATIONS

How do the case studies shed light on other explana.Lions o.f firms’
trade policy preferences? Although the prelferenccs ot ln.dn.\'mcs have
been less studied than other factors affecting trade policy outcomes,
several different explanations do exis:. These have focused on pre-
dicting firms’ demands for protcction; much Iless }?as »been writen
about firms’ preterences for further wade llel'a!lZ‘(l.tl(_)ll.ﬁ Despite
these limitations, the cases here provide new evidence for these other

theories.

* Althoneh littde is known zbout the amount of i luence Mn.‘ign subsidiarics ]m\'cl on
nade pol:cy ouwcomes in deveoped countries. 1tis l-l.‘.lf_l} thar the murel(hcy e :uml).(-_a
domusric frm, the greater theie influencer Wl be. Ilhl- appearance will cnhance l};.e‘:r
legitimacy within the po.iev proress. However, it will m:lkf.' [Il‘(-‘l‘. p'gl-h'\'c'mt.'s n_wre ike
those of domestn firms: nove protectionist than thei multinational ¢‘1uracter might pre-
dK“ i-'or a summary of Liis literature, sce chapter 2, nor 1. Only expo't deprdence is
exjholly used (o explain antiprolectionist pressures and outcomes,

“ins” Thrade Polic B Yoo hys

In part, irms’ preterences for protection have boen recounter fo-
by their comuetiuve position Ihatis. indico1ors of compettive dic -
vantaae huve been used Lo predict procecionist demands. One Factnr
indicaung disadvantage that s linked w derzanee for pratection i oo
mdustry’s -bor intensity ¢ The claim is that 1%e more lakor (espe 'y
urskilled 1..be+) intensive an industry in a1 devejoped wountr s, the
more disadvantaged it is and the more J'kely it 1s to seek protectios.
The cases here support this argument to an cxient. The mast labor-
intesive industries armong the cases wore wal’™v dontestically ori-
ented, L'ype 1 industries, and hence ones preferiing protection. i he
cases also sugges! that ti:e movement ol labor-intensive sc.ments of
firms’ produociion abroad can enbance hrms willingness 10 resist pro-
tection. As this movement further internationalizes theiv operations, it
thereby increases the cosis of protection. Examples of "his abounded:
the LS. semiconductor producers, U.S. and 1 rench watch and clock
manuficnurers, U.S. and French radio and televisior: nroducers. and
U.S. newsprint firms. This migration of labor-inensive production
abroad hus been an umportant torce in the interranionahizauon of pro-
ducuon occurving in the past several decades. 1t has also been a ma‘or
reason for the growing diverge::ce betwern the trade preferences ol
labor unions and multinationals in developed countries.

- Orther explanations of industiy’s preferences on trade focus on the
characrervistics that enbance the rents obtained from rrade harriers.s
This line of inquiry has pointed to the degree of industry concentra-
tion ax a proxy for its monopoly power- as a determinant ol prolec-
tonist demand. One economist explains:

Cereris panibus, monopolisuic industries can be expected to have a
relatively larger stake in tariffs than competitive industries since the
latter can enjoy only ephemeral excess quasi-rents before increased
mvesument by the industry and the consequent expansion of supply
sends excess capural returns back to zero. ... Certanly mdustries
which also enjoy raonopoly rents are in a betler position to exploit
the advantages of taritf protection and could be expected, there-
fore, to lobby relauvely intensely.f

« E.g.. Caves, “Economic Moddls of Polical Choice™. B cw 1 ard Andersor:, “Pu:itical
Marict for Protection in Industrial Countries™ Ray, "Determirants of Tauif and Non-
tarifl Irade Resticuons onthe U8, RO Baldwin, Pobiucal Ecoroins of U8, Jawpart Polics,
pp. 153072, Lavergne, Paliical Ecoveomp of 'S Tariffc o 5587,

» Anpe Krueger. “Puli  al Economy ol the Rent-Secking Sodety.™ Awmericai Econam;
Revaw B4 (1977 1 31 Brock and Magee, "Econoinies of Specal Irterest Polities '
Lavergne, Politial o US Twf]y, pp. 88-go, - y3.

8 Lavergne, Pohucal Fronomy of U S Toriffs, p. 9.
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Tests of this hypothesis have generally not supported it, and f‘hc
cases here also cast some doubt on 1.7 Many concentrated industries,
like U.S. semiconductors or glass and tires in France, were muc.h less
protectionist than more competitive industies, like footwear in the
1g70s in the United States or France and U.S. woolens and walches
and clocks in the 1920s. On the other hand, one case strgn.gly supporls
this argument. Of all the cases studied, Lhe.photographu: industry was
the most dominated by one firm. Kodak 1n the 19208 ph'()Lugraplyc
equipment Sector was a monopolist using lrade bartiers to ncerease s
profis. Indeed, Kodak’s interest 1n protection was largely ;m.rlbutable
to its monopoly position. This case suggests that oply very high levels
of concentration may induce firms o seek protection, zfud Ll_uu more
oligopolistic structures may have mixed effect.s on firms’ preferences.

The amount of protection previously supplied has also been seen as
inAuencing firms’ later trade prcfereplces. In general, past protf:cl(ljor;
is expected to have a consistent, posive effect on future d_cm,m‘ s.
Past protection is seen as leading ta (um‘re. demands for P-IOLCC.LI?]L
The logic behind this argument is that “highly protected !ndumfes
[will] resist tarift reductions more intensely than low duty lqdustncs
since, ceteris paribus, the former sectors stand Eo lose more from the
cuts.” The cases provide mixed support for this argument. !n ’some,
high levels of protection did not seem o mﬂuence. industries’ later
preferences. For example, watches and clocks, senn_conducmrs, and
machine wols in the United States all had relatively high levels of duty
protection prior to the 1§70s.* During much of that dgjc:ulc, h.owe»er,
these induswies favored tariff reductions. For other md.usmes, past

protection did engender further similar dcmn.nds. For.mstance, the
LS. woolens industry in the 1920s, the U.S. footwear industry, and
the French radio and television producers in the 1gj0s weve all h'lgh.ly
protected before the period examined a.ncl remained protecuontst
throughoul it. In these cases, past proteciton ap}?e;n-edl 1‘1nsuccelssful;
that is, the industry’s problems continuedt and/or i nicusified. Th?s un-
successful past protection, then. led to demands tot'\ ncw protection.
A more nuanced argnment relates the success or tzulu.rc (.)f past pro-
tection 1o later industry preferences for it. “If proteciionism fails to
raise profits for a domestic industry, then, cetens panibus, firms will

7 1bid., pp. 152-36; R. Buidwin, Polhtical Econom: i?'{ L-'.S: ‘lm)l‘./u'l Polrey. PP 150-72.

£ On outcomes, see Lavergne, Dulinial Economy af 178 Tunffs, pp. 164-66 .

o Robe:t Baldwin. “Politicd Economy of U.S. Limport Poliev,” 1981, typest ‘1!)L p- 164-

w gt1e, Trade Banviers: An Oveswew. 1:50 58; Rubert Fenwkmns ol ln:?’\o Waller, e_ds.,
The U.8. and Internsioonal Markt<: Commoreial Policy Options .n an Age of Contrels (Lexing-
ton. Mas-.: Heath, 1g72), pp- 50-52, 57-52
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increase their demand for future trade barriers. . .. [while] on the
other hand if (rade barriers improve an industry's economic health.
the firms in that industry will reduce the intensity of their lobbying
efforts." The claim is that 1he success of past barviers weakens de-
mands for them later. Some cases here support the first half of this
argument, as the U.S. footwear and woolens, and French radio and
television industries reveal.

‘The second part of this argument is more complicated. Demands
for protection may be extinguished not only because the earlier bar-
riers were successful bur also because the industry adjusted to the for-
eign competition. In this argumeng, low barriers to exit in an industry
also reduce protectionist demand, because firms can then easily shift
to hew, more profitable enterprises.'* Again, the cases underline the
importance of adjustment as an alternatuve to protection. They sug-
gest that two adjustment sirategies are particularly salient. Exit from
an industry and internavionalizaton of production by firms seem to
weigh most strongly in their decisions not to seek protection. In the
U.S. radio and television, tire, fooiwear, and the French tire, glass, and
footwear industries, the firms’ decisions to leave the industry or to de-
velop significant, new international operations discouraged them from
seeking protection. {nternationalization of production can serve as an
alternative to protection. Nol only may strong international ties pre-
vent firms from demanding trade barriers, but having the capacity to
internavonalize may also alter firms’ preferences in a2 more free wrade
dircetion.

This brings us to a final set of factors that have been seen as influ-
encing firms' trade preterences—their international ues. First, export
dependence. it is daimed, affects firms’ trade preferences.'s Various
studies show that demands for protective measures are much less com-
mon among firms that export a substantial part of their production.
This study confirms this observation. Expart-dependent firms (Type
11) were likely to resist protectionist urges even in times of increasing
iports. But the cases here suggest a less robust relationship. Export
dependence among highly import-penetrated firms was an unstable

v Aggarwal, Keohane, and Yoffie, “Dynamics of Negotiited Pristectionisia,” . §50.

w [hd., p 356 and Pugel and Walier, “U.S. Corporate Interest,” use leve s of diver-
sification s 2n indicaor of capucity for adjustment.

s Fong. "Export Dependence,” ch. 2 R. Baldwin, Pulieal Ecomomy of U.S. Import Policy.
pp. Lgn-2t Lavergne, Poitticad Econom of US. Taviffs. pp. 160-5.4. Becker, Dynami-s of
Businias-Government Relations, \Wilson, Amii-can Busimess and Foreign Policy: 1. M. Destler
and Johm Odell. Anti-Prote: hion- Changing Forces in United Slates Trads Poliies (Washington,
D.C.: Institute for Inteynational Econoini:s, 1987
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Lo heark ogeinst  ande for rarke, cosuie. In the thhve cuases
~hen exr.n\rts didine  immaorsy o ack thenr asq percenta™ of
-.'omesu'c: produ ion, t 2 s hecos ~fymed and qr.-.t:\'ually (!.:_“\'_.‘|~
ged nnerestin prote:sjon These hrms 1 ransition, l.nu-'."]J;
brom a strons evport position ' i i ressingle weak e which was

andebrodly associed with the indusery’s mowing ¢ ctitive ise
alvimage. Export dependence thus 1y be o less stabte (!o.u*:-'-.:rm
~iainst protectionist depy s ‘han extmsive, integrated multinaton-
alite, o
Recent work has attempreis to deal with the rise of multinatioral
cerporations and trir inHuence on traae poliny. Lt has b.cun a , ed
that mulimationals have an interest in yedieed tcade harriecisas a -
el of cancerns about their e eigs: opetiiions and g obui intl‘af|1im
vade. » Butin these studies tie mdustry's ceuree of wralunurion:lity
,?.'_;15 often not been a sienicant dc'm‘l*ainan} oh ve“rences, - and
this inding is supporu-d he c. Industry-wide ievels 0. multinationality
21e not good predicrors of {:ms’ wide prelcrences. One m:st look
both at the individual { ms’ multinational relavions ana at the char-
ey of thet multinatior iy, First, indusiry-level dutit obscures the
distribution of international ties among {'vms. In a highly m.u]tina‘
tonal industry, sume irms may have few. ivany, imen!‘ni().nal ties and
may thus be protectionist. Because of Jhis uneven disf)'!}nflmi‘., dai.on
individual L.rms may give 2 move accurate picrure of (heir trade pref-
erences. Indeed, firm-level data collecied elsewhere strongly confirm
the importance of multinational ties as a brake on |)f01.ecL(on151lde-
mands, as chis study also does.'? Second, multinauonal lirms organized
in different ways may have distinct prefererees. As pointed out, mul-
tinationzls without global trade networks niay be seleclivej[y protec-
tiovist; nuliinationals with extensive global networks are Ahkel).-' to be
ardent opponents of protection. ftis not simply nnllh_mauonaluy but
the characier ol this foreign involve nent that is crucial to understand-
ing b wade preferences. . s
The nature of multinationals’ t-ade relations may also atfecta firm’s
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trade preferences. This connection s been examined elsewhere.
Réal Lavergne has tested the hypothesis that the growth of U.S. mul-
unationals wich large trade flows from abroad has altered the strue-
wre of U.S. protection. He finds litdle evidence tor such a claim but
realizes that lus dependent variable may not capture their influence.
Noting thai multinational affiliates’ exports *o the United States are
“of a modest proportion,” o about 12 percent of all nonauwo, nonpe-
troleurn manufactured imports, he queries whether “it is legitimate to
ask if such a proporvon is sulficient to have an unportant impact in
determining the structure of barriers 1o 1rade in the U.S.,” and points
out that “v is quite possible that such imports have had an impact of
importance in selected seclors.”'® Our case studies supporl this latier
point, for among Type LIl industries, resistance to prolection was
widespread.

The industries focused on in this study lend credence to others’ as-
serrions that labor intensity, high levels of concentration; export de-
pendence, and multinationality influence firms’ trade policy prefer-
ences. Our cases also imply that the influence of past policies on later
demiands may be quite complicatea, since the industries reveal varying
effects exercised by the past. The case study approach thus helps shed
light on other more aggregate examinations of firms’ irade prefer-
ences and can provide a more detailed understanding of how some
key factors may actually affect firms' prelerences.

RATiONAL BEHAVIOR AND FirMS’ PREFERENCES

The Jogic of the argument 1 this book rests on a rational actor model
of Airm behavior.' In Chapter 2, it was argued that Grms highly inte-
grated into the international economy should find prolection too
costly even in times of distress. But do firms appear as rational, cost-
benefiL calculators in the determination of their preterences? And are
the key factors prompting them ta resist protection the “costly” aspects

" Lavergne, Pobticel Economy of U.S. Tu: ffs, p. 106. Emphasis added.

' This :rodel does noc postulate either (1) perfect ravionality, or (2) uility-maximizing
bzhavior. The a-quntent. here iv cons’stent with a bounded ratioridity model based on
sat:shang, Ttis el d simply that Gems, when b by inports and other diff-
culties, think about ways to alleviate these nrablems, in 1d 3 deunding protection.
and artempl ©o evduzte the costs and benehts of their optiors In particular, it is main-
winud that dhev analyze seriously the protectionist ophies:. 1 plics i ms actasal they
were unitary actors, although the "thought process™ mav in fuct involve much discussion
and disseasion sithin the [n, But no «laim 1y meade that lirms have perfect information,
mfinite processing apablides, or maximizing utiity functucus, See McKeown, “'Firms
and lariff Regime Change ™
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identified? ls it fcar of foreign re‘.La]izuiu!) and the other economic costs
involved in distupting a irm's internatonal trade networks that pro-
K ISt o protection? A
voi\: ;j:selrd;]l,cfhle cElses provide affirmative answers ta these quef;llo‘nsf
Firms assessed thejr situations 10 understand the costs and_ benefi's o
difterent courses of action and eventually chos§ Lhe course that ap-
peared least costly. Concerns about foreign retalla-uon and (()ilherlif:::i
of protecton were often expressed by e»xpon-onenle(l an lmu le,-
tional Arms in deciding to resisL protection. Other factors, however.
ied firms’ decision making. » _
alsgcflifleacrs have suggested two arguments \\:h‘v rational behav:?}r] ;?;llsy
not prevail. First, rationality may be oglw'elg.hed by ;omeyg.: . j er:
ingrained habits, craditdonal ways gf dong 1hings, anl sxat:l a:he;rpcal'
ating procedures may exert more m.ﬂleepce on firms than do g
culations of the costs and benefits o different courses of acuoon. s
implies, for instance, a greater wﬂ]mgness on.thc partbof l?;:}s\ 1h:m
lo opt for protection, since historically protecuon h;adl een ,lpmfoh,ed
on the part of 1g7os firms, many of whose recent uswr) 1 ol
trade liberalization. Bul the cases chal]er;ge l[?lS claim, bcmu;z indus-
tries with similar levels of international ties in tl.le 19208 an 19‘703
behaved similarly, The logic ol 1heir. puernauonal position tran-
scended their particular habics and traditions. f .
Context is not unimporiant, of course, and belps accoun‘L or 01_ er
behavior, For instance, since exporung behawor. was new for muny
American firms after World War I, this may explain wby these expor(tis
did not exercise as constraining an ef[.ea on protection as ex;:ect’e -
The 1g20s textile machinery industry is an example. B.efore Lbelgél,
the firms in this industry had few exportts and were dommau:'d y V:'IL-‘
ish and German producers. When their exports rose after \.Norllél ’ ar
i, the U.S. firms lacked confidence in their at.nhty o susu;n (n_s Tol;
eign trade when the Europcans eventually re.vw_ed then II".I }uery. e
U.S. firms did not become ardently protectiomst. B'Ll.[ wal -.o\.n con
dence in their export capacity, the LS. wxiile machinery p\.oduc.ers
saw little 10 be gued from promaoting exports ;1.nd, as Eu_rf)pear} u;;\é
ports surged, more to be g:tiucd l'rt.)_m maintaming I)I'(.)T.L‘LIIOH o- ;1
home market. In this case, the historical context of the industry influ-
enced its trade preferences. This contexl, nonetheless, was pot com-

- The classic piet v a: guing this was Robers Hall -nd Charles Hiteh, P{nce T_lleirzlzi
Business Behavior,” (ford Economr Papers 2 (May '_')35” L5 Other ¢ IH,LUT;O:._. e
Hersert Simon, “Theor es of Dedsion making in _l-,concm.lri and Behaviorat :1e: z«}‘
Awervan Ecmomy Revenngg (0 1105 83: RlchAfd Cyert ax:d_]amcs Maichi, A B¢
haworal Theory of the Farm (L w1 dt 5N Prentico- Bl agsg).
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pletely determining. The indusiry never wanted to return to the high
levels of protection accorded it before the war. The industry’s new
export dependence did influence its behavior and limit the effects of
its historical position. Context can affect an indusiry’s perceptions of
its preferences, but it may not invalidate the influence exerted by
firms’ international positions.

Ideological mouwves, rather than rational calculations, may also be
more important in understanding firms’ behavior.® In particular,
firms in the 1970s, existing afier the era of the Great Depression,
might have been ideologically more opposed to demanding protec-
ton, because they had imbibed the historical “lesson” that protection
leads to depression.** [f this were true, and if we controlled for import
penetration levels and international des, firms in the 1970s should
have been less likely to demand protection. This does not appear to
have been the case. For example, highly impori-penetrated industries
without international ties in both periods, such as U.S. woolens ip the
1gz0s and U.S. foouwear in the 1970s. were both ardent global protec-
tionists. Moreover, direct evidence of such ideoclogical behavior is lack-
ing. Firms and industry associalions rarely, if ever, pointed to the
problems of the 1g20s and 19305 as a reason for resisung proteclion.
Rather, the firm’s immediate trading situation and foreign operations
were niost cited. These findings do not invalidate arguments about
ideology. They simply suggest that firns also attempr rational analyses
of thetr sitvations when defining their preferences.

Ideology may acwially bolsier the ration:) behavior of firms. For in-
stance, the experience of the Great Depression has made contempo-
rary firins with strong international ties more able to undersiand the
poientially devastating effects of protection on their global operations
and has thus enhanced their capacity to make rational decisions abou
their trade preferences. The cases do not contradict an interpretation

¢ The rerm “ideology™ 1s user! looscly here. ldeology 13 1ypically defined as "a struc-
tured o1 closely iaterrciated see ot beliets” Lam using it more to refer 1o the assumptions
or underliing beliefs that dec :nakers in firms might have :mbibec irom the histor-
.ca: analogies or liberal ecor ... deas that pervade their environmenis. Several studies
suggest Arng operite in the polt cal arena in such less than radonal ways. See, eg.,
Baucr, Pool, and Dex: yrenn Busmess and Puble Policy, sp. chs 8, 9. 12, 13; and
Bruce Russet and Flizab_..  Hanson, Intzrest ond Jdeology. The Furcign Policy Beliefs of
American Busmessmen (San byancisco” W, H. Freeman and Co.. 1975), pp. 107-108, for
this defimition of ideology.

» Altsiough made most often about American decision makers, this argument coult!

also apply (o U.S. busmessinen: see Goldsteun, “Reexamination of Americzr Commerea:
Polhcy.”
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. ,
based on ideology. Historical “essons” may in fact imprave firms’ ra-
i lculations. ' _
uoll-:iijmcnay, many of the cases confirm Lljc observation L\P,mllv.ltlll)e rl;:gl
costs of proiection for internationally oriented ﬁrl.'ns:i—.m oding retal
iation and other economic effects—play 2 roi.e II} 15.‘51.11;[1meghi_ e
from seeking it. But a rational actor argument ““p:rc];; [Crmi,-%ing_
costs of protection relative 10 other options shoul b /‘lle’ ot
These other options have pot been discussed syst‘cnmtl]c., )(,mib]e. g
evidence of them abounds in the cases,d’.(hrteen?)it::;:(;t: fmnped;i‘.e_
{ wait and see), (2) try to adjust a
i:s:,ozll:l:l\%)( demand other forms of aid (rom theﬁ goYerFInu:l?otﬁT;:i
costs of these strategies, which will depen’d on thve ‘rm s situation,
jikely to affect a firm'’s ime]res[ ')lr.xkp‘roteFuo: ;:e:':lﬁ.rmsv high levels of
i yst oplion is least ikely, gwve :
eci:)ocriitch;{:(:ess,ljlel us focus on lhe relative CO’SLS of the 'lgsyt :;1:)5 c;p—_
¢ions. First, the costs of adjusting 10 lm.prove.one s con;pen‘(;\incss ar‘)l-
pear less for large firms with inter{)auonal lies and ot y.’er .usem .(and
enues open to them. Internal adjustment was most de;re]evision
successful) among firms in the U.S.cslen]mcopdluctlo;,e?r;: ;L\“:ml sion
i jes : in the French tire and glass inclustries. 1 ral,
E‘:}:‘::‘:::;;‘:ore willing and easily able. to adapt their Oﬁe-mu?]:a:?
new conditions of international competition. As l;nl'gc ‘r‘uu unzi'l: mi
they were better able to sell off wvncompeuttve b.u'smc»_esd, mubrl pro-
duciion abroad, and/or introduce more competitive produc p
es ir plants. ‘ .
ce(;:)l;ljé: ftil;rens‘pespecially those without any inLernat.lo\nall uezugl:\-
erally found the costs of adjustment far higher a:\d \\,CIL(: eiisess anﬁ
Lo atlempt 3.2 Small, domestic frms 1r.lay have only O\n? u‘s nes ;nore
16 sell it means the end of the enterprise. F.or them, exil m:‘_g rore
costly than voice. For a firm with no experience ab\‘?ad, a m%;; '
stcplmav be extremely difficult and costly. Immduc{mg 1-1‘1.0; fha[ S]};a“
itve pr(;cedures may also require large amounts © ‘cla‘p;_ c oo smat
firms do not posscss. ‘Lhe choice for sm?ll‘ fl(mlwsn(. fll;'n: essS
clear: protection offers the least costly option In Tlll'l(_‘?-() | |;(1; Co;ts o
The costs ot protection should also be wc}ghcd c-llgl.nm;)t e costs O
demanding other forms of government aid. Policy substiture

- This ennitrasts with the argu-nent ot M'u".l;'w.l Piore n{n(l Ch-dk,.hls S:b)el‘: Tl;t\fe:ar;i
Induspial Divigs - Posobilies for Prospei iy ('..\' ew York: 1’.. EA_SI|( B(.\.()) S0 gc:r;’ayyge lhe. n;as':
whete they manzin that <mall firms with Hexlblcl pmd'umun‘(u \fqua e o
adaptable to (he uncerk.in, compelnve ec:?:mm\r enpvitonment o hFo‘k .T;l\ e ore
larqe Brms nay develop flexible specialization, but they scem Lo Thitk =S

Biely in small hrest cee. e, pp 23-97
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costly than outright protection may be available in some cascs. The
likelihood that a Airm will opt for these substitutes depends generally
on their availability and expected auainability. One ditlerence be-
tween French and American firms' behavior may lie in the greater
availability of such substitutes in France than in the United States. It
has been maintained that the wide array of French industrial policy
instruments acts as a substitute for protectionist policies.’s Some of the
cases support this. In the French footwear and waich and clock cases,
firms atiempted to obtain government aid as their imports and diih-
culties mounted. But the cases also demonstrate that industrial policy
is frequenty not an effective substitule for protection. In botl: of these
cases, the industrial policies adopted had little effect on imports. [m-
ports continued Lo surge after these policies were implemented, and
the industries were driven to seck outright protection. As the French

cases generally demonstrated, an industrial policy that had protection-

ist eletnents was rarely successful without actual protecuon. I'he

French cases suggest demands for industrial policy may be less costly

for firms initally; opce they fail to address the problem, however,
other optons, especially protection, will be considered.

Firms thus appear to define their trade preferences rationally. His-
torical context and ideclogical atmosphere may influence them, but
these factors do not outweigh cost-benefit calculations. In fact, the
costs of protection, especially relative 1o other options, are of major

importance in delerring internauvonally oriented firms from seeking
protection in times of economic distress.

Tue HisTorrcaL PUzzLE

Why did the 1g70s see less protection than the 19203, despite the com-
parablc levels of economic distress and declining hegemony that char-
acterized both? Our answer to this puzzle can now be given. Firms
more integrated o the international economy are less protectionist
than dorestically oriented ones under similar conditions of economic
difficulty. On a macro level, this implies that in periods when such
international tes are more prevalent, demands for protection
throughout the economy will be less. Much higher levels of such ties,
almost ten tmes greater, in fact, were apparent in the 1g7os than in
the 19205 (see table 6.3). In the 19708, therefore, many more firms

s Victoria Curzon Price, Industrial Pohcies i the EC (London: St Marin’s, 1981), esp.
PP 21, 35.
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TABLE 6.3 Average U.S. International Economic Ties. 19205 and 1970s

U.S. Industrial Export Dependence

19208 2.17 (1925)
1970s 20% (1975)
U.S. Manulacturing Mulinationality
1920§ 2.5% (1929)
19708 20 1977)

Sourcvs: Foravera  US. industrial export dependence (the valoe of mdusinal
cxporisps aperce |, of tatal industrial v Duta [er ygzos from Robere Lipsey,
Prive and Quandily Tvends tn the Foreign Trade of the Unated States (Princeton: Princeton
University Press, 1963), pp. 434-35: data on the 19708 [vom 1685 Fronomue Repont
of the Presudent (Washington, D C.: GPO, 1986), tables B-1n, B-101 tor average
muttinationzlity of U S. industry: 19205 dala on value of direct foreign myestment
by indusiry from U.S. Senate, Asnierican Branch Fartories Abyond, 7151 Cong., 3rd
sess., 1931, 5. Doc. 258, p. 27, data on the value of ndustrial GNP from Lipsey. Price
and Quantity Trends, p. 424. Data on the 1970« 1am U.S. Dept. of Commerce, 1977
Enterprise Steticlies (Washington, DC: GPO, 1681). for value of al' forcign assets of
U.S. manufacturing as a percencige of total manufacturing asscts (column Q over
cotumn R).

willing (o resist the temptation to demand protection in tirmes of eco-
nomic distress existed.

Although 1 have argued chat the growth of international iies cop-
tributed to the maintenance of free trade in the 19705 and carly 198os,
it must be noted that this internationalization of U'.8. industry went
hand in hand with wrade iberalizaton in the postwar period. Clearly,
the liberalization of trade in the 1950s and 1g6os was one facior pro-
moting the growth of these interpational ties. But much of this expan-
sion gccurred before the two most significant reductions m trade bar-
riers—those negotiated in the Kenuedv and Tokyo Rounds. U.S.
export dependence and especially U8, multinationahty grew signifi-
candy before the phasiug in of the Kennedy Round tariff cucs in the
early 1g970s. U.S. industrial export dependence rose 33 percent be-
tween 1960 and 1470, and the value of U.S. divect forcign investment
in manufaciuring increased nearly S8vo percent between 1950 and
1g970.> The arowth of these international ties cannot be separated
{from the liberalization ol trade occurring at the same time. But the

=+ The export dependence data cotne from Repon of the President's Commission vn
Indu~t:ial Competitivencss, Global Competition, 3:36. The data on direct foreign Invest
ment come from Feldstein, ed., The Americiii Economy e Trensitiv, p. 240, 12ble §.30.
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Iei);epfn“slop offhese ties prior to the 1970s suggsts that forces for crade
alizavon-- e.g., indusiries with international ties—were in place -
befgre the 1970s and were faciors in the liberalization chat oce ; 3
c]iufmg that decade. The growth of international ties meam‘dmt t:lyrzfle
Sl?r,;f ™many more firms were more willing o resist protectionist pres-
Demar‘ld for protection, despite higher average lev
penetrauorf, was less widespread than in the 1920s. This reduced d
mand provides a partial apswer to the central puzzle. Moreover ?t o
gests that arguments that examine the “supply” of protection ' lh Sulg(;
.also look closely at demand. since claims of reduced “supply” asr Olu‘
neeresting if less protection is also inicially being den}::}:n‘ded eT(;bs
1970s were thus less protectionist than expéaed ziven the de‘ d 3y
high levels of import penetration, because the de’mand {for suclfapreoT

tection was uted by industries’ hei i i
es' heightened international j
petdence al interde-

els of impor(



